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Current floating exchange ECONOMIC INDICATORS 
rate: $1.00 = ¥302.33 Cc : D 
(average for Jan-Mar 1976) lst % Change 
A B Quarter C/Same 
Item Unit CY 1974 CY 1975 1976 Period B* 


I. INCOME, PRODUCTION, EMPLOYMENT 1/ 
GNP at Current Prices $ Bal. 453.0 487.7 515.67, 
GNP at 1970 Prices - 307.1 308.3 317. 5— 
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Per Capita GNP at 1970 Prices $ 2,790 2,754 2,8262/ 


ron 


Index of Ind. Prod. (average) 1970=100 123.3 109.7 115.5, , 
Gross Domestic Investment $ BE. 173.3 156.4 158. 3— 
Private Sector " 131.8 108.7 109. 82/ 
Pvt. Plant & Equip. Invest. e 80.7 68.7 67.42/ 
Domestic Invest. as % Gurr. GNP % 38.3 32.1 30.7 
Population (as of October 1) Mil. 110.6 111.9 112.42/ 
Labor Force (average) . $2:7 52.8 52.0 
Avg. Unemployment Rate % 1.4 1.9 2.4 
Labor Productivity Index 

(manuf. average) 1970=100 140.4 133.3 140.03/ 
Avg. Ind. Wage Index (manuf.) " 205.9 230.3 196.0 
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II. MONEY AND PRICES, end of year or quarter 
Money Supply, end of year or March $ Bil. 145.9 162.2 161.5 


Public Debt Outstanding pe 46.3 67.7 74.0 

Domestic si 46.2 67.6 73.9 
BOJ Com'l Discount Rate z 9.00 6.50 6.50 
Call Rate (uncon.), Highest * 13.50 13.00 7.50 
Com'l Bank Loan Rate 

(avg. all banks Dec. or Mar.) = 9.370 8.513 8.304 
Consumer Pri. Index (average) 1970=100 154.2 172.4 181.4 
Wholesale Pri. Index (average) ‘s 252.2 156.8 161.6 
Export Pri. Index (average) “6 142.5 138.4 139.3 


PRODUCTION FOR MAJOR COMMODITIES 

Rice Mil M Tons 12.3 13.2 - 
Crude Steel xg 117.1 162:3 25<1 
Passenger Cars Thou Units S932 4,567 1,147 
Synthetic Fabrics Mil Sq. Mtrs 2,622 2,411 665 


BALANCE OF PAYMENTS AND TRADE 

Gold & For. Ex. Res., end of yr. $ Mil. 13,518 12,815 14,182 
Balance of Payments (surplus +) " - 6,839 2,676 690 
Total Exports (f.o.b.) 54,480 54,734 14,142 
Exports to U.S. (f.0.b.) 12,799 11,149 3,421 
Total Imports (f.o.b.) 53,044 49,706 12,670 
Imports from U.S. (c.i.f.) 12,682 11,608 2,730 
Imports of Crude Oil 18,898 19,644 5,029 
Imports of Crude Oil Thou KL 278,391 263,374 63,421 
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Main Trade with U.S. ($ mil., Jan-Mar '76): Exports to U.S. (fob) = Passenger cars 
751; Iron & steel mill products 449; Citizen band transceivers 130; Radio receivers 
128; Textiles 123; Motorcycles 118; TV receivers 90; Nails, bolts, nuts, etc. 50; 
Desk-top calculators 48. Imports from U.S. (cif) = Coal 290; Logs & lumber 212; 
Wheat 173; Soybeans 159; Leaf tobacco 135; Maize 118; Grain sorghum 86; Organic 
compounds 68; Meat 67; Wood chips 64; Electronic computers, accessories & parts 59; 


Raw cotton 50; Raw hides 50. 


(See footnotes on the following page.) 





Japan's long-awaited economic recovery is finally well underway. 
Led by exports, it also has a solid base in increased consumer spend- 
ing. Business profits have begun to recover, and the decline in in- 
vestment in plant and equipment appears to have. stopped. Industrial 
production, which had been rising for some months, took a solid step 
upwards in the first quarter of 1976, and shipments also rose, with 
a consequent decline in producers' inventories. Inflationary pres- 
sures have continued to subside; the increase in consumer prices re- 
mained within the 10% target for the fiscal year ending March 
1976. The annual spring wage increases were also held under 10%. 


Not all businesses are sharing equally in the recovery. Auto- 
mobiles, sound equipment and business machines are doing particu- 
larly well; some others are lagging behind, however. 


Government leaders appear content with the recovery pattern and 
do not expect to introduce major policy changes. A new five-year 
economic plan adopted by the Cabinet in May sets out generally agreed 
economic goals which include a scaled-down rate of growth, coupled 
with inflation control, an improvement in housing and welfare facili- 
ties, and a restructuring of Japanese industry toward areas of lower 
pollution, lower consumption of energy and materials, and higher tech- 
nology. 


Japan's trend toward increased trade with developing countries 


was interrupted at least temporarily in early 1976 by a sharp rise in 
exports, especially to the United States, resulting in a substantial 
trade surplus. The effects of Japan's own economic recovery are ex- 
pected to stimulate renewed increases in imports and a deceleration 
of the rate of export: expansion, however. 


Prospects for United States exports to Japan should improve sub- 
stantially in several areas, including consumer goods, as a result of 
the strong showing of private consumption in the current economic re- 
covery. United States agricultural exports to Japan should also in- 
crease somewhat in the latter half of 1976. 


The increased economic pace together with major liberalizations 
of foreign investment in Japan should provide an improved climate for 
investment ventures. 


a a am a ane 
Notes: Conversion rates used: Gross National Product - ¥292.43 for CY 1974; 
¥297.16 for CY 1975; ¥302.33 for January-March 1976. Money Supply 
and Public Debt - ¥308 used by Bank of Japan although exchange rate 
was floating. 

* Percent change based on yen value to avoid influence of exchange rate 
movements, except balance of payments and trade figures which GOJ 
presents in dollars. 

1/ Preliminary EPA data, seasonally adjusted annual rate. 

2/ Estimated, end of March 1976. 

3/ January-February average. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Recovery Is Underway 


After two years in which Japan averaged zero economic growth, 
a substantial economic recovery has begun. During the first quar- 
ter of 1976 the gross national product registered an increase of 
3.5% in real terms from the previous quarter -- a 14.8% growth 
rate in annual terms and the first substantial increase in more 
than two years. 


Exports have been the most evident leader of the recovery, 
increasing 14.5% from the previous quarter. However, 
they account for only 11% of GNP. A solid 3.7% real increase 
in private consumption, which accounts for 54% of GNP, provides 
a solid domestic base to the recovery, along with an increase of 
11.6% in housing construction (both private and government). 
Private investment in plant and equipment, which had been declin- 
ing steadily for two years, showed a slight gain of 0.5% from 
the last quarter of 1975, indicating that the decline may have 
stopped; and investment is expected to pick up 4S businessmen 
gain confidence in the strength of the recovery of consumer spend- 
ing, especially for durable goods. 


Inflation Continues to Subside 


A major factor in the recovery of consumer spending has 
been the subsiding of inflationary pressures. Even with the 
easing of credit restrictions in 1975, as recovery replaced in- 
flation control as the primary economic policy objective, domes- 
tic demand remained sluggish and the rate of price increases con- 
tinued to ease. By the end of March 1976 the Consumer Price In- 
dex stood just 8.8% above the level of a year earlier, well 
within the official goal of holding price increases within 10% 
during the fiscal year. This was the second year in a row that 
the proclaimed inflation-control targets had been met (the fis- 
cal year which ended March 31, 1975 saw a 14.2% C.P.I. increase 
against a 15% target) and represented a dramatic reduction from 
a 24% rise during the fiscal year which ended March 1974. The 
Wholesale Price Index, which had been falling prior to June 1975, 
has been rising for the subsequent 11 months at an approximate 
annual rate of 6.5%. Short-term interest rates fell sharply in 
the fourth quarter of 1975 and have continued to decline to rela- 
tively low levels, with the call money rate falling below 7% by 
April 1976. The money supply (M2) has been growing at an annual 
rate of almost 15% throughout the first half of 1976. 





Labor 


Workers' wage increases have moderated substantially. 
Private sector unions moderated their demands during the annual 
spring labor negotiations to a modest (by Japanese standards) 
14% pay hike. Employers called for a 10% ceiling, and the re- 
sulting wage gains averaged 8.9%, according to a survey by the 
Federation of Employers' Associations. For the time being, job 
security had replaced wage increases as the workers' main con- 
cern. The number of registered unemployed peaked in March 1976 
at 1,250,000 or near 2% of the labor force. Under the lifetime 
employment system which prevails in Japan, firms have gone to 
considerable lengths to avoid outright layoffs during the re- 
cession. Hiring has been cut back, some employees have been 
placed on furlough with salary, ranging from 60% to 100% of base 
pay (Government payments under the Employment Maintenance Law 
passed in December 1974 may reimburse qualifying firms for half 
to two-thirds of such payments), and many firms have offered 
extra bonus payments to early retirees. The practice has pre- 
vailed for firms to discuss and reach agreement with their 
unions on such payroll-cutting measures. Despite advance specu- 
lation to the contrary, the traditional lifetime employment system 
has come through Japan's most severe post-war recession essential- 
ly unchanged. 


The rate of unemployment is expected to remain at a moderately 
high level (again by Japanese standards) for some time even as 
employment continues to rise. Enterprises are taking up the slack 
of underemployment that has accumulated during the recession and, 
viewing labor as a quasi-fixed cost, prefer to pay overtime un- 
til they are sure that the recovery will support the hiring of 
new employees. It is interesting to note that two-thirds of cur- 
rent new hires are women, although women comprise only one-third 
of the labor force. The amount of overtime worked increased 
steadily during the first three months of 1976 and in March the 
number of workers employed in manufacturing exceeded the number 
employed a year earlier for the first time in 23 months. 


Elements of Economic Strength 


The income of the average Japanese worker's household in 
March 1976 was 10% higher than a year earlier in nominal terms, 
or 1.1% after adjusting for inflation. With real income at 
least stabilized, job security improving and some prospects for 
an increased bonus if recovery continues, consumers have entered 
the market with renewed confidence, making purchases that they 





had been deferring for many months. The average propensity to 
consume, which had remained at very low levels throughout 1975, 
has been increasing steadily since December. Department store 
sales have only partly reflected this trend, showing a 10.2% in- 
crease (nominal) in the first quarter of 1976 over the same 
period in 1975. 


Industrial production has been rising at a rate of 2% or 
more per month since November 1975 and in the first quarter of 
1976 showed a 5.8% increase over the previous quarter. Ship- 
ments have kept pace, and inventories have declined. Business 
profits, which had been declining for two years, turned sharply 
upward in the six-month period ending March 1976, more than 
doubling the low level of the previous six-month term and ap- 
proaching the level of late 1971, according to a Bank of Japan 
survey. With profits rebounding and private domestic consump- 
tion providing a base for the export-led recovery, manufacturers 
(led by steel, which announced major investment plans in February) 
are projecting a slightly increased level of investment in plant 
and equipment over that of last year. The decline in such in- 
vestment has already halted (with a 0.5% rise in the first quar- 
ter of 1976); private estimates of the increase over last year 
are in the neighborhood of 3%. Industry is still operating with 
excess capacity (Deputy Prime Minister Fukuda estimated factory 
operation at 87% of capacity in March 1976, recovering to 97% 
by March 1977). With slower over-all economic growth in pros- 
pect, future investment in plant and equipment is likely to be 
less buoyant than in earlier years. 


The business picture has not been uniformly bright. Auto- 
mobiles, consumer electronics, business machines and eight other 
industries (which together account for some 15% of total produc- 
tion) had recovered to record levels of production by May, 1976, 
and sixteen other industries, including oil products and food 
(accounting for another 25% of total production) were producing 
just below record levels. However, several other industries, 
including textile machinery and bicycles, for example, were 
lagging far behind. 


Smaller firms generally, while experiencing increases in 
production and sales, have not seen their profits pick up as 
quickly. Bankruptcies have remained high, with over 1,200 
failures reported in May for the ninth straight month and monthly 
total liabilities of bankrupt firms remaining over a third of a 
billion dollars for the fifteenth straight month. No major firms 
have been threatened with bankruptcy in recent months, however. 





Government Policy 


The Government seems satisfied with the current economic 
recovery and content to let it proceed on its present path with- 
out further intervention. Delays in Diet enactment of the Gov- 
ernment's budget and related bills were caused by prolonged de- 
bates over the Lockheed scandal and attempts to unseat the Prime 
Minister. Nevertheless these political events, while significant 
in their own terms, have had little or no effect on the economy. 
Some Bank of Japan officials have expressed concern that the 
current recovery could become inflationary and have spoken of 
changing from an "easy" to a "neutral" monetary policy in the 
fall, and it is generally agreed that economic developments 
will bear close watching. However, the economy seems to have 
sufficient underutilized capacity, both human and mechanical, 
to require little more than vigilance for the time being. 


On May 14, 1976 the Cabinet adopted a new national economic 
program prepared by the Economic Planning Agency in cooperation 
with other Government departments which set out lines of economic 
policy objectives over the next five years. The document takes 
note of changing world conditions, including limitations on the 
availability of natural resources, and refers to the often-cited 
need to improve the quality of life in Japan. In economic terms, 
it projects an average annual growth rate of approximately 6% for 
the years 1976-1980, scaled down from past "miracle growth" rates 
well in excess of 10%. Slightly above-average growth is pro- 
jected for the first year or two in order to assure the perman- 
ence of the current recovery. Annual price increases are to be 
brought dewn gradually to an average of 6% for the period, and 
the registered unemployment rate from 1.9% to 1.3%. Public wel- 
fare expenditures are to be increased, as is the proportion of 
national income going to the payment of taxes. An ambitious 
housing goal is established of 8.6 million new homes to be built 
by 1985, 3.5 million of them supported by public funds to the 
amount of $21.7 billion. The program also calls for the gradual 
restructuring of Japanese industry in the direction of lower 
pollution, lower energy and material-consuming, and higher- 
technology sectors, with pollution problems to be resolved on 
the basis of the polluter-pays principle. 


It should be stressed that Japan's economic planning pro- 
cess is indicative in nature. There is no "command center" to 
enforce its provisions, which are flexible enough to be changed 





if necessary. But the general outlines of the program repre- 
sent a consensus of business and government views that has been 
building for some years and has wide support. It is by now 
generally understood that projects which fall within these 
general guidelines will have first call on the country's finan- 
cial and material resources and on the essential support of 

the government. 


Specific implications of the general statements on indus- 
trial restructuring have not been spelled out; several issues 
have not yet been resolved. But some clues can be gained from 
governmental action in specific cases: MITI has resisted calls 
for trade protection of the textile industry. Despite opposi- 
tion from the domestic industry, MITI has approved the application 
by an American chemical firm (Dow) for a manufacturing charter 
which offers a pollution-free process. A policy of supporting 
investment in stepped-up production of sundry household utensils 
for export has been changed to a recommendation that greater 
selectivity be exercised in production, and the prospect is 
now considered likely that Japan may become a net importer of 
these goods. Decisions like these appear to give substance to 
the numerous official statements that Japan's industry should 
orient itself toward areas of higher technology and lower pol- 
lution potential. 


Thus, with recovery under way, the Japanese economy in 
the near term appears to be entering on a path consistent 
with its medium-term objectives. 


Trade and Payments 


_ Japan's trade, which had lagged during the first nine 
months of 1975 as a result of the. world-wide recession, began 
to pick up in the last quarter. The beginning of 1976 brought 
a surge in exports, reflecting the strength of economic re- 
covery in foreign markets, while imports stagnated. Total trade 
for the six months ending in March 1976 was up 9.4% from the 
preceding six months (f.0.b., seasonally adjusted); exports in 
January-March 1976 were up 16% from the previous quarter and 
March exports, at $5.728 billion, reached an all-time monthly 
high. Automobiles, electronic equipment and textiles led the 
export surge, with automobile shipments hitting an all-time 
record $784 million in March. Passenger car exports for January- 
March 1976 soared 82% over the first quarter figure for 1975; 
TVs, radios and tape recorders, reflecting a boom in citizen's 
band radios, increased 54.7%, and textiles 17.4%. The stagna- 
tion of imports included declines from the first quarter of 
1975 in purchases of steel scrap (-70.3%), soybeans (-40.7%), 





maize and milo (-20.4%), the latter affected by price declines 
and seasonal factors, and a nominal increase of only 2.3% in 
crude oil imports, the volume of which declined by 4.2%. 


The trend in Japan's trade orientation toward the develop- 
ing countries altered somewhat during the first quarter of 1976. 
Imports from the developing countries continued to loom larger 
in Japan's overall trade picture, growing to 55.3% of Japan's 
total imports (from 53.3% a year earlier) while the share of 
imports from industrialized countries declined from 42.2% to 
40.3% of the total over the same period. The United States' 
share of Japan's total imports fell from 21.7% to 18.4%. 


The situation was quite different with respect to exports, 
however. Exports to developing countries stagnated in value 
from the first quarter of 1975 to the first quarter of 1976, 
and declined from 47.96% to 44.2% of Japan's total exports. Ex- 
ports to the industralized countries, on the other hand, increased 
substantially from January-March 1975 to the same period of 1976, 
both in absolute terms (22.2%) and as a percentage of Japan's 
overall exports (from 42.3% to 47.3%). Exports to the United 
States rose 30.5% over the period and increased from a 19.9% to 
a 23.75% share of Japan's total exports. U. S. Department of 
Commerce figures show a bilateral U.S. trade deficit with Japan 
of $1.628 billion for the period January-April 1976, compared 
with a deficit of $735.5 million for the final four months of 
1975. 


Japan's sizeable export surplus is being gained from a 
substantial increase in sales to the industrialized countries, 
principally the United States, while the share of those coun- 
tries in Japan's total imports countinues to decline. To some 
extent this situation reflects the earlier economic recovery in 
the United States and is expected to change as the effects of 
Japan's own recovery make themselves felt on trade, causing 
imports to expand and affecting the availability of goods for 
export. The re-stocking of overseas inventories, especially 
of automobiles in the United States, is also expected to cause 
a deceleration of the rise in Japan's exports. Japan's trade 
policy-makers are mindful of the fact that Japan is enjoying a 
temporary trade windfall from world economic conditions and are 
sensitive to criticism, particularly in the OECD, of Japan's 
current export success. The need to expand imports substantially 
as business conditions improve is well accepted in the Japanese 
trading community. 





Buoyed in large part by the trade surplus, Japan's 
balance of payments position improved very rapidly in the 
first quarter of 1976, recording large surpluses in the 
current account and basic balances, contrary to expectations 
generally held in Japan in late 1975. The trade surplus in- 
creased by $2 billion over the fourth quarter to $2.7 billion 
(seasonally adjusted), and the basic balance strengthened by 
$2.5 billion, reflecting heavier long-term borrowing abroad. 
In-flows of short-term banking and arbitrage funds were also 
very heavy in the first quarter; as a result, Japan's official 
settlements balance swung to a large $1.1 billion surplus in 
the first quarter from the $0.5 billion deficit in the fourth 
quarter of 1975. Japan's official reserves recorded a 
$1.4 billion gain during the first three months of 1976, con- 
trasted with the $1.8 billion decline registered in the last 
five months of 1975. The yen strengthened against the dollar 
throughout the first quarter; the exchange rate stood at 
$1.00=¥298.90 at the end of June. Official reserves were 
$15.21 billion at the end of May. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


The effects of Japan's economic recovery have not yet be- 
come apparent in the area of trade, but are expected to result 
in a substantial increase in imports during the course of the 
year. American exporters who give priority to Japan in their 
marketing plans and strategy should find themselves in a good 
position to participate in the economic recovery; in a number 
of areas the comparative price levels in Japan and the United 
States will operate to their advantage in the Japanese market. 


Product areas where American goods are expected to benefit 
from improved competitiveness are marine and oceanographic 
equipment, automobile parts and equipment, hydraulic equipment 
and components, and mechanical handling equipment. Other prom- 
ising product areas for exports to Japan are computers, peri- 
pherals, and data communication equipment; electronic compo- 
nents, pollution control and measuring equipment; analytical 





instruments; food processing and packaging equipment; test and 
measuring equipment for the electronics industry; biomedical 
equipment; avionics and ground support equipment; printing and 
graphic arts equipment; and building systems and materials. 
(For details, see the Embassy's annual Best Prospects Report, 
Airgram A-507 dated October 31, 1975). 


Exhibitors at the U. S. Trade Center in five product areas 
over the past six months--noise and vibration instrumentation 
equipment, computers, industrial process control instruments, 
nuclear instruments and accessories, and toys, games, and 
hobbycrafts--have expressed optimism over their sales proposals 
in Japan. 


The outlook for the sales of U.S. consumer goods looks 
promising at this time. American products are increasingly 
price competitive, and the prestige-conscious Japanese con- 
sumer is often prepared to pay a premium for the "made in 
U.S.A." label. Sales of U.S. consumer goods held up well 
during the recession, even while imports in most categories 
fell off. Consumer confidence has begun to pick up during the 
first half of this year and is expected to accelerate further 
during the balance of the year as the economic recovery becomes 
firmly established. American suppliers should therefore benefit 
from increased consumer demand and replenishing of inventory by 
distributors and retailers. The Embassy and Consulates organ- 
ized nine groups totaling 574 buyers to visit American trade 
shows during this half year--in the areas of housewares, hobby 
crafts, home improvement products, do-it-yourself products for 
the home, sporting goods, and prepared foods. Final reports 
have not been received from all these groups, but Seven of 
them reported combined spot and one year projected purchases 
of $15.9 million. 


Total U.S. agricultural exports to Japan in the October 
1975-March 1976 period declined 9.6 percent in value compared 
with a year earlier, due in large part to a decline of U.S. 
export prices of wheat, soybeans and feed grains during the 
period. Tobacco exports to Japan have shown significant in- 
creases, and the outlook for U.S. agricultural exports in the 
next six months is somewhat brighter. Demand for livestock 
products is increasing, as reflected in substantially higher 
imports of pork, beef and veal; the rapidly expanding Japanese 
livestock industry will also require larger amounts of feed- 
stuffs to continue expansion. Chemical problems continue to 





hamper citrus shipments, and U.S. cotton exports to Japan will 
be sharply lower than in recent years. Mid-year changes in 
administered prices of wheat and rice may make wheat products 
more expensive relative to rice, with some possible effects on 
U.S. shipments of wheat to Japan. 


Investment 


The Japanese Government during the half year ending with 
March 1976 liberalized restrictions on foreign investments in 
three industries--information processing (including computer 
software), manufacture of fruit juices or fruit beverages, and 
manufacture of photo-sentized materials. This completes the 
Government's scheduled liberalization of direct investments. 
Four industries have been indefinitely excluded from investment 
liberalization: agriculture, forestry and fishing; petroleum and 
petroleum products; leather and leather products; and mining. 
Foreign direct investments will also continue to be restricted 
in transportation, utilities, and banking. In general, the 
long economic recession has had a negative impact on investment 
decisions by foreign as well as domestic investors in Japan. 
Consequently, new direct foreign investments during the past 
thirty months have lagged slightly below the earlier periods 
even though the Government has implemented its scheduled in- 
vestment liberalization policy. 


Japan's overseas investments by the end of March 1975 had 
reached $12.7 billion, 33% of which was in manufacturing, 28% 
in mining, and 20% in services; Japan's cumulative overseas 
investment by the end of March 1976 is estimated at $16 billion. 
Asia is the leading recipient of cumulative Japanese overseas 
investment, with 25% of the total. The cumulative amount of 
Japanese investment in the United States (about 20% of the 
total) is still larger than in any other country. Interest in 
possible investment in the U.S. is picking up as stateside pro- 
duction costs continue to decline in comparison with other 
countries. Volkswagon's recent decision to locate production 
facilities in the United States attracted substantial attention 
in Japan. MITI officials expect Japan's overseas investment to 
reach $93.5 billion by the end of 1985, 36% of it in manufactur- 
ing and 32% in mining. 
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